A mutual fund can take advantage of lower transaction costs and pass them to 
investors after they take a cut for management fees? My question is does an ETF 
work the same way? The only difference is that an ETF trades on an open market 
while a mutual fund doesn’t. Which one has lower management fees? How do 
they pass the savings to investors? By investing the excess savings? 


Mutual Fund Fees 


The expense ratio is reported in every mutual fund prospectus, which details 
the costs to investors. The expense ratio is the total cost of the fund, 
including any management fees, fees for expenses, and 12b-1 fees. It is 
expressed as a percentage of the total assets under management. Mutual 
funds may include all or some of these fees: 


«e Management fees compensate those who trade the fund's portfolio. 

e 12b-1 fees pay marketing costs and, sometimes, employee bonuses 
and cannot exceed 1% of the investor's assets. 

e Account fees may apply to accounts that fall below a specified value. 

e Redemption fees may be imposed to penalize short-term trading. 

e Exchange fees may be charged for moving money between funds at 
the same company. 
° Purchase fees may be levied at the time shares of a fund are 
bought. 4 
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Mutual funds: An overview 


Mutual funds are an older way of allowing a group of investors to own a share in a 
larger portfolio. Mutual funds tend to be actively managed, so they’re trying to 
beat their benchmark, and may charge higher expenses than ETFs, including the 
possibility of sales commissions. Mutual funds typically have minimum initial 
purchase requirements, and they can be purchased only after the market is 
closed, when their net asset value (NAV) is calculated and set. 


ETFs: An overview 


ETFs are a newer way of allowing investors to own a share in a larger portfolio. 
ETFs tend to be passively managed, meaning their holdings track a preset index of 
securities rather than having a portfolio manager picking them. They generally 
charge low expenses and have no sales commissions. ETFs usually do not have a 
minimum initial purchase requirement, though some brokers may not allow you 
to buy fractional shares of them. ETFs are traded during the day like a stock and 
their price can fluctuate around their net asset value. 


Whether you’re buying a mutual fund or an ETF, you can invest in a diverse 
selection of assets. 


Active management vs. passive management 


How a fund actually invests has a lot to do with your costs and potential returns. 
Some funds engage in what’s called active management, in which the fund’s 
manager picks and chooses securities to buy and sell, and when to do so. This 
approach is more typical for mutual funds. 


The other approach is called passive investing, and it’s where the fund manager 
doesn’t select the investments but rather mimics an index that’s already been 
selected, such as the S&P 500. This approach is more typical of ETFs, though ETFs 
may sometimes be actively managed. 


So generally speaking, mutual funds have been actively managed, whereas ETFs 
have been passive. But these lines have blurred somewhat and it’s possible to find 
actively managed ETFs and passively managed mutual funds. 


This difference matters for a couple key reasons: the returns you’re likely to see 
as an investor and the expense ratio you’re likely to pay. 


| have learned that a nominal interest rate is one that isn’t adjusted for inflation, 
which a real interest rate is. That being said how does the bank figure out a real 
interest rate my savings account or certificate of deposit? Vis versa how do they 
figure out real interest rate for credit cards and loans? Do they utilize the fisher 
formula for both? 


It is the actual rate paid. For example, the interest rate paid to you on a savings 
account is a nominal interest rate. A “real interest rate” is an interest rate that has 
been adjusted for inflation. To calculate a real interest rate, you subtract the 
inflation rate from the nominal interest rate. 


What are my options for choosing a simple loan, as a consumer rather than a 
business or entity? Are there any restrictions on these types of loans that prohibit 
borrowers to invest the funds into a bank certificate of deposit that compounds 
daily, for the specific loans term? 


| couldn’t find any resources that address this matter directly or comes near 
towards answering this question. 


How did savers-lenders react towards regulation Q’s amendments? Did they save 
and invest more indirectly rather than investing directly? If so how did this affect 
the borrowers and spenders? 


e Central banks cut interest rates when the economy slows down in order to 
reinvigorate economic activity and growth. 


e Rates go up when the economy is hot. 


e The goal of cutting rates is to reduce the cost of borrowing so that people 
and companies are more willing to invest and spend. 


e Interest rate changes spill over to many facets of the economy, including 
mortgage rates and home sales, consumer credit and consumption, and 
stock market movements. 


e Interest rates and inflation have a direct relationship, which means that 
rates rise in order to keep inflation in check. 


Just to recap when rates are higher, it’s more appropriate to save and invest 
rather than borrowing and spending and when rates are lower it’s better to 
borrow rather saving and investing because the returns aren’t as good. 


Interest Rates and Borrowing 


Lower interest rates directly impact the bond market, as yields on everything 
from U.S. Treasuries to corporate bonds tend to fall, making them less attractive 
to new investors. Bond prices move inversely to interest rates, so as interest rates 
fall, the price of bonds rises. 


Likewise, an increase in interest rates sends the price of bonds lower, negatively 
impacting fixed-income investors. As rates rise, people are also less likely to 
borrow or re-finance existing debts, since it is more expensive to do so.1 


Interest Rates and Savings 


High interest rates can cause an increase in savings. Because high interest rates 
increase the cost of borrowing, making goods more costly, individuals spend less, 
and thereby, save more. In addition, the return on high-interest savings accounts 
increases, making it more appealing for customers to deposit their money in 
these accounts and earn a high interest on their money. 


Inflation reduces the value of savings. As inflation is the increase in the price of 
goods across an economy, the amount of money in a person's savings account is 
worth less, meaning the money can't buy the same amount of goods as it could 
before, so its value is reduced. 


Generally, when interest rates are high, people will spend less and save more, as 
the cost of borrowing money to buy items such as houses and cars increases, 
whereas the return on savings deposits is higher. When interest rates are low, the 
opposite is true. The central banks of countries control interest rates either to 
spur the economy or slow it down. 
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